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Under the current Presidency of Putin two main areas of concern are discernible: the
modernization of defence industry and the accelerated development of Siberia and, in
particular, the Far East. To a certain extent, development programmes prioritized within
increasingly tight budget constraints overlap, since important sections of the defence in-
dustry are located beyond the Urals. In response to China’s rapidly increasing economic
and military strength, there is a need both to modernise infrastructure in order to boost
trade opportunities eastward and to enhance and diversify industrial capabilities, a task in
which the defence industry has a role to play.
The article examines the policy and ﬁnancial implications of the current shift eastwards.
Resistance to policy changes is strong. Private investments will need strong encouragement
while the role of the state needs to increase in the short-medium term. Nationalism and
ideological inclinations add to a lively policy debate oftenmarked by harsh tones. Thismajor
turn in strategy needs to entail a certain degree of decentralization as speciﬁc long-term
projects are hardly manageable from Moscow. The existing structures are manifestly inad-
equate. While the need for a special authority endowed with the necessary powers for co-
ordination and control of branch and territorial projects is discussed, the appropriate balance
between the representation of regional interests and federal development plans is unclear.
The article argues that more could be done to stimulate the regional powers to assume their
own responsibility in selecting the most suitable projects consistent with federal priorities,
offering good administrative services and, when necessary, tax incentives. While estab-
lishing nation-wide economic goals, federal government should be more receptive to local
demands, while strengthening its command over security issues. Mutually supportive and
respectful interaction between regional and federal bodies would improve the ability to
assess in an informed way opportunities and constraints for growth and better discriminate
among alternative projects on the basis of their respective outturn, feasibility and cost.
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December 2012.1. Introduction
From 2008 to 2011 under President D.A. Medvedev
focus on modernization went along with economic diver-
siﬁcation, a goal prompted by the unexpectedly perverse
fallout from the ﬁnancial crisis in Russia compared to the
G20 average and other large emerging economies, and the
government’s efforts to catch up with advanced economies
in high technology. Under the third presidential mandate of
Vladimir Putin priorities seem to be changing. While the
need to shake up old structures and patterns of growth is
still there, areas and loci of modernization are shifting from
the West to the East. Close scrutiny suggests that targeting
has been sharpened with more focus on comparatively less
developed areas of the country and on the defence sector as
a driver of change, though upholding the substance of
modernization goals.
For quite awhile modernization plans have been shaped
by the highest government authorities leaving private
business people on the side, among the audience, rather
than prompting them to drive the change. At the same time
businesses – whether large, medium or small – have not
clearly put forward their own claims regarding innovation
and/or exploitation of competitive advantages in any sig-
niﬁcant domain. Mainstream literature is critical of
government-led modernization and wasteful projects
attached to it. World, and Russian, history suggests, how-
ever, that government action may be needed and should
not be ruled out as a matter of principle.
This article argues that modernization from above is
difﬁcult and costly, but not impossible. For it to succeed,
however, would need continuous interaction with, and
feed-back from, economic agents and society at large to
minimize resistance from routine-dependent workforces
and management, and to monitor obstacles to imple-
mentation. Modernization from above also needs state
assistance in terms of direct funding or state guarantees. In
Russia the roomfor budget fundinghasbeen shrinking since
2008 prompting calls for public-private partnerships.While
the federal government still indulges in elaborating far-
reaching strategies, there is a need for private domestic or
foreign investment to put plans in the correct perspective.
Ambitious projects will need to be prioritized according
to regional needs but also to capacity for implementation.
While the European part of Russia in principle should have
adapted faster to the need of restructuring – it is not by
chance that Skolkovo, a site close toMoscow, was chosen as
an experiment in technological advancement – deeper
integration into the world economy brought about by
membership of the World Trade Organization (WTO) ex-
poses Russia to ﬁerce competition from the East. Con-
fronted with the rising power of China, Russia needs to
balance economic opportunities with security concerns:
the authorities face difﬁcult choices.
This article discusses the current shift in emphasis on
economic restructuring from the West, closer to Medve-
dev’s concerns, to Siberia and the Far East; focuses on the
government’s priorities in this context highlighting, in
particular, the capacity and potential of the defenceindustry in the region; and, ﬁnally, provides a critical
assessment of the authorities’ efforts to mobilize capital
and labour resources under shrinking federal and regional
budgets and limited capacity for central control.2. The roadmap of modernization under President
Medvedev (2008–2010)
Diversifying the Russian economy out of natural re-
sources and hydrocarbons, pulling it out of the Oblomov-
like lack of resolve, driving it from its emerging market
status into the group of advanced economies that to a large
extent coincides with the OECD (Organization of Economic
Cooperation and Development) grouping emerged as a
priority under President D.A. Medvedev. Malle discussed in
detail the development of this vision that originated before,
and goes beyond, Medvedev’s presidency, together with
motivations, hopes and obstacles surrounding these pro-
jects in previous articles.1 Some positive steps on theway to
economic diversiﬁcation have also been highlighted in
those articles although the four years’ timeframe of this
route under Medvedev would hardly allow for a deﬁnitive
assessment.
Under Medvedev, the focus fell primarily on structural
reforms that in principle should have moved the economy
in the right direction, such as the gradual disbanding of the
huge state corporations created in the early 2000s, the
creation of independent state companies’ managers and an
impressive privatization agenda. Much of this has remained
on paper possibly due to more pressing commitments
related to the 2008–2009 crisis.
Efforts to create a pool of interacting experts, operators
and agencies interested in branch-focused technological
progress by attracting foreign investors and their own
know-how in research and development (R&D) were also
put in place, namely in Skolkovo, a site placed under in-
dependent (from the state) management, within a project
largely inspired by Silicon Valley in the USA.
It is too early to assess the fortunes of such a project,
although views on the chances of some sectors are already
emerging.2 A number of foreign investors and companies
have signed memoranda of intent, including the Massa-
chusetts Institute of Technology. Work on invention and
application of new technologies is only just starting. Some
progress has been made since its beginning in November
2010. The number of resident companies has been steadily
increasing.
By end 2012 Skolkovo already counted 750 residents
albeit with an unimpressive combined revenue of $13
million.3 By early 2013 there were 832 resident companies;
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bn roubles; tax beneﬁts accrued to the other companies.4
By August 2013 the number of resident companies had
reached 941 – about the 1000 target envisaged when
starting the project.5
Creativity indicators were also satisfactory. In 2012
member companies produced 131 intellectual property
items exceeding the expected outcome and Skolkovo
accounted for a quarter of licences registered in the Russian
IT industry. Forty-nine venture funds were accredited
helping to co-ﬁnance Skolkovo’s grants with a 40 per cent
share of total funding. By these outcomes and by the
number of applications per week – 50, of which about 10
are accepted – one can gauge that the project starts having
a life of its own and chances to grow. Microsoft, for instance
signed an agreement to double its presence in the inno-
vation centre by 2015.6 At the Skolkovo Centre of Science
and Technology the ﬁrst working groups with participants
from Russian and international companies are currently
active in the ﬁelds of Oil and Gas, Materials and Structures,
Energy Technologies, Biomedical Technologies, and Infor-
mation Technologies.7 Of the 24 existing corporate R&D
centres most have been formed to spur IT and energy ef-
ﬁciency. To date 143 patent applications have been sub-
mitted to expert panels for consideration and 40 companies
have received grants for the implementation of their pro-
jects.8 Large international companies like Intel, Cisco,
Samsung and many others have invested in Skolkovo
possibly also betting on the comparatively high academic
background of Russian specialists. Some are member of the
international board for Skolkovo together with their
Russian counterparts. By the end of 2012 some 10,000 new
jobs were expected to materialize and more than 13,000
did.9
The innovation centre is ﬁnanced primarily from the
Russian federal budget, although state funds are not
impressive and under downsizing pressure from
competing government agencies. In 2010 its budgetwas 3.9
billion roubles. A total of c.54 bn roubles (c. $1.8 bn) for4 Moreover some 4–5 per cent of registered companies, unable to
deliver according to projects, were about to lose member status and
required to turn all documentation including awarded grants to justice
for investigation, see http://www.vedomosti.ru/tech/news/9243301/ﬁltr_
skolkovo accessed 19 February 2013.
5 http://www.vedomosti.ru/politics/news/14796861/skolkovo-
ostalos-pri-byudzhete?from¼newsletter-editor-choice&utm_
source¼newsletter&utm_medium¼content&utm_campaign¼editor-
choice accessed 1 August 2013.
6 See ibid. and http://ria.ru/skolkovo/20121217/915115274.html
accessed 17 December 2012 and http://thenextweb.com/eu/2012/11/06/
microsoft-is-to-double-its-presence-in-russian-skolkovo-by-2015/
accessed 6 November 2012. See also http://thenextweb.com/insider/
2012/12/17/skolkovos-2012-97m-in-grants-750-residents-49-venture-
funds/ accessed 17 December 2012.
7 See http://www.skoltech.ru/industry.
8 See http://www.sk.ru/GetInvolved/Partner.aspx.
9 See http://www.telegraph.co.uk/technology/9760653/Techs-new-
territory-Skolkovos-Moscow-takes-shape-after-Munich-summit.html
accessed 23 December 2012. According to MED’s report to the govern-
ment, the results are overall satisfactory and beyond expectations, see
Aleksei Ulyukaev, http://government.ru/news/3490 accessed 1 August
2013 and http://expert.ru/2013/08/1/vtoraya-zhizn-skolkovo/?n¼43561
accessed 10 August 2013.Skolkovo as a whole was projected by the Ministry of
Finance (MOF) for 2011–2013 in the expectation that pri-
vate capital would gradually replace state funds.10 State
subsidies to a total of 85 bn roubles (approximately $2.8 bn)
to support Skolkovo from 2010 to 2015 were announced in
August 2012 by the MOF,11 i.e. less than $500 mln per year.
The Ministry of Economic Development (MED) hoped for
total state funding to 2020 of 135.6 bn roubles (c. $4.52 bn),
of which almost 110 bn have already been in part disbursed
and in part planned for disbursement in the (2013–2015)
budget according to a decreasing scale of assignment. This
sum was later trimmed down to 125.2 bn roubles (c. $4.2
bn) by decision of the government.12
To the displeasure of the authorities, Russian companies
were reluctant to engage in activities in Skolkovo. Medve-
dev tried to intervene by imposing on state companies a
requirement to devolve 1 per cent of their own R&D bud-
gets to the Skolkovo Centre.13 Reactions were immediate,
ranging from open criticism to resistance with only few
companies apparently satisﬁed with the initiative. Defence
companies represented by Deputy Premier Dmitrii Rogo-
zin, who is in charge of the Military-Industrial Commission
of the government, claimed that the schemewas costly and
inefﬁcient, pressing Putin (and possibly law enforcement
agencies) to intervene against it. Soon after this a federal
investigation into c. $750,000 apparently missing from the
centre’s budget was initiated, stirring further debate on
how Skolkovo was managed.14 Interestingly, among the
innovation programmes worked out with the participation
of 57 state companies ﬁgures Oboronservis, a company
created by disgraced former Defence Minister, Anatolii
Serdiukov, to help outsource some of the Ministry’s non-
proﬁle activities, and recently subject to federal investiga-
tion for misuse of funds and embezzlement.15
The 8 May 2013 abrupt resignation from the govern-
ment of Vladimir Skurkov, the mastermind of the Skolkovo
project, following criticism from law enforcement struc-
tures, was seen by many as a further blow to the work and
fate of the innovation centre. On top of these events, Putin’s10 See http://www.kommersant.ru/News/1482479 accessed 5 August
2010. See also Postanovlenie Pravitel’stva Rossiiskoi Federatsii of 26 Iulia
2010 N. 565 entering into force 12 August 2010 accessed 5 August 2010
from http://www.rg.ru/printable/2010/08/04/skolkovo-dok.html.
11 See http://www.ewdn.com/2012/08/30/government-conﬁrms-full-
ﬁnancing-for-skolkovo/.
12 See http://www.vedomosti.ru/politics/news/14796861/skolkovo-
ostalos-pri-byudzhete?from¼newsletter-editor-choice&utm_
source¼newsletter&utm_medium¼content&utm_campaign¼editor-
choice accessed 1 August 2013 and http://top.rbc.ru/economics/16/08/
2013/870422.shtml accessed 16 August 2013.
13 See http://rt.com/business/news/russia-skokovo-skoltech-innovation-
069/print/ accessed 21 Malle, 2012 on the then Presidential Advisor
Arkady Dvorkovich’s announcement that the development fund of c. $570
mn planned for 2012 would beneﬁt from state companies’ funding, among
which were listed Gazprom, RZhD (railways), RusGidro and Aeroﬂot. See
also http://izvestia.ru/news/546824 accessed 19 March 2013 on lower
deduction from proﬁt (0.5 per cent) imposed on relatively smaller com-
panies and exemptions on others.
14 See http://www.reuters.com/article/2013/02/13/us-russia-skolkovo-
fraud-idUSBRE91C0XC20130213 and :http://themoscownews.com/
business/20130212/191231078/Investigators-deny-Skolkovo-came-clean-
over-embezzlement.html accessed 13 February 2013.
15 See http://izvestia.ru/news/546824 accessed 19 March 2013.
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funds by state companies was promptly interpreted as a
change in priorities.16
While these developments may create insecurity among
participants and upset investors, one can reasonably assume
that large international companies on the score of their
mixed experience in working with EMEs (emerging market
economies) will not feel particularly concerned and carry on
with theirownprojects inSkolkovo,not least for fearof losing
a potentially promising market in the future. Skolkovo is not
an aborted project as the developments mentioned above
could suggest. More likely, the project is to be kept in the
MED’s agendaalthoughdoomed to start livinga life of its own
rather than keep draining resources from the state.17
At this point, however, the question of how robust is the
legacy on modernization left from President Medvedev to
President Putin is unavoidable.18 Is the drive to competitive
technical progress to stay and be developed further or
should we expect reversal of past strategies halting prog-
ress achieved so far? What are the commonalities between
the two leaders’ vision of Russia’s future and what separate
them? How strong is the change in priorities after Putin
started his third mandate as President in May 2012?
3. President Putin (2012–2018)
Comparing the approach to reformbefore andafter Putin’s
thirdmandate does not give robust evidence of a hiatus in, or
a reversal of, the process of economy-wide modernization.
But a different focus and, prima facie, contrasting concerns
regarding Russia’s role in a rapidly changingworld are clearly
discernible. Whilst Medvedev appeared to be focussing on
what could be deﬁned as “Western” modernity in terms of
achievements and institutional change,19 Putin appears to be
more concerned with developments eastward within the
countryandat its borders, as theukazyapprovedon thedayof
his appointment to presidency clearly manifest.20 New pri-
orities stem from different contingencies as well as percep-
tions of foreign and domestic threats.16 See http://www.vz.ru/news/2013/5/1/631115.html accessed May 1
2013, http://www.vedomosti.ru/ﬁnance/news/13415491/skolteh_bez_
sredstv accessed 24 June 2013 and on foreign reactions http://www.
bloomberg.com/news/2013-07-16/intel-to-ibm-feel-putin-pinch-as-
medvedev-loses-hold-on-tech-hub.html accessed 16 July 2013.
17 According to MED’s new Minister, Aleksei Ulyukaev, developments
of Skolkovo will need 502 bn roubles (c. $18.7 bn) till 2020 of which the
federal budget should provide 27 per cent while 73 per cent will have to
come from non-budget sources, see http://www.rg.ru/printable/2013/08/
01/skolkovo-anons.html accessed 1 August 2013. Skolkovo is indeed
projected to become part of the state programme “Economic develop-
ment and innovation economy”, see http://government.ru/news/3490
accessed 1 August 2013.
18 On unfolding developments and question marks after Surkov’s
resignation, see, both accessed 13 May 2013, http://www.kommersant.ru/
doc/2186539, and http://expert.ru/expert/2013/19/posadki-est-gde-
proektyi/.
19 See his positive comments on the partnership for modernization
with the EU in http://www.government.ru/docs/23432/ accessed 21
March 2013.
20 See decrees on foreign policy and long-term state economic
policy approved on 7 May 2012 in http://graph.document.kremlin.ru/
page.aspx?1610881 and http://graph.document.kremlin.ru/page.aspx?
1610883respectively both accessed 8 May 2012.In Medvedev’s understanding, the fragility of a system
based on natural resources, hopelessly vulnerable to in-
ternational price shocks and unable to withstand enhanced
competitive pressures, called for systemic change. To Putin,
who took the baton after partial recovery but with a
looming world-wide economic slow-down and depression
in Europe, the immediate reaction was to turn to, and
strengthen, surviving comparative advantages in resources
and energy. Trying to fence the country from a new round
of external shocks, the need for better linkages with Asian
emerging markets from a broader Eurasian approach to the
future of Russia started taking shape.
While unexploited trade potential with the East was
paramount in shifting priorities in the short-medium term,
long-term security concerns also mattered. Worries in this
context had already emerged during the crisis when the
Russian economy, falling evenbelow theOECDaverage, fared
muchworse than China and India. Initially blurred under the
immediate preoccupation, and policies, to avert excessive
social damage from the crisis, security concerns emerged and
became more pressing when, on the one hand, localized
unrest and revolutionary movements in some countries fed
premonition of possible troubles at home and, on the other
hand, China’s remarkable speed in re-armament, and
expansionary economic policies vis-à-vis Russia and Central
Asia exposed formidable challenges formerly downplayed by
the authorities.21 Karaganov’s critical description of these
feelings is worth noting: ”. if the current economic trends
persist, it is very likely that Russia east of the Urals and later
thewhole countrywill turn into anappendageof China–ﬁrst
as a warehouse of resources, and then economically and
politically. This will happen without any ‘aggressive’ or un-
friendly efforts by China, it will happen by default. The
geopolitical implications of such developments are obvious.
There will be no chances for Russia of playing the ‘Chinese
card’. Beijing will rely on Moscow, whose real sovereignty
over the eastern territories will be de facto wearing thin.”2221 See on China’s technological advance and defence, Pavel Pomytkin,
“Russia - India - China: the rearmament era” Russia and India Report, 7
March 2012 from http://indrus.in/articles/2012/03/07/russia_-_india_-_
china_the_rearmament_era_15075.html accessed 30 March 2013. See
also Viktor Esin, a former chief of staff of the strategic missile forces,
pointing to China’s military spending $160 bn a year – an annual 10 per
cent increase – in http://ria.ru/defense_safety/20130402/930576721-
print.html accessed 2 April 2013. For a broader overview on the
shaping of security paradigms in Russia see Bobo Lo, “The securitization
of Russian foreign policy under Putin”, in Gabriel Gorodetsky (ed.), Russia
between East and West: Russian Foreign Policy on the Threshold of the
Twenty-First Century, London and Portland, Oregon: Frank Cass, 2003,
pp.12–27.
22 See Karaganov Sergey, “Russia’s Asian Strategy” in Russia in Global
Affairs, 2 July 2012 from http://eng.globalaffairs.ru/pubcol/Russias-Asian-
Strategy-15254 accessed 10 July 2012. Note that this viewpoint is not
unanimously shared among experts. Vasili Mikheev of IMEMO, for
instance, rules out any danger from China pointing to the number of
Russians that cross the border to China that is three times higher than the
opposite ﬂows and minimizing the Chinese presence in the Far East up to
only 4–5 per cent of the local population, see http://www.rosbalt.ru/
moscow/2013/05/06/1124338.html accessed 6 May 2013. Aleksei Mas-
lov (Russian University of Friendship between Countries) also rules out
any conﬂict with China as a matter of principle and practice (similar in-
terests in stability of certain areas such as North Korea), see http://www.
rosbalt.ru/main/2013/07/16/1153257.html accessed 16 July 2013.
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investment and trade should not be overlooked and au-
thorities on both sides are keen to stress potential ben-
eﬁts. At Harbin international trade-economic exhibition
in 2012 a Russian delegation from the Far East was pre-
sent with eighty projects and Igor’ Shuvalov, ﬁrst deputy
prime minister, visited China soon after in the hope of
attracting Chinese investment. A joint Chinese and
Russian investment fund has been created to help chan-
nel foreign direct investment (FDI) to proﬁtable areas,
such as the exploitation of forest resources, which has
been ﬁnanced, but also possibly the production of con-
sumer goods and the development of tourist infrastruc-
ture, where China has comparative advantages.23 On the
Russian side, as discussed below, plans to strengthen
supply and sources of energy to China remain pre-
eminent even if they may entail reduced supply to the
West. Large investment, up to more than one trillion
roubles, is envisaged in the development of new ﬁelds in
the macro-region together with liqueﬁed natural gas
(LNG) and reﬁneries.24
However, efforts in this direction do not rule out secu-
rity concerns; actually, the latter may even increase if
growth and development do take off according to plans
(see below), making the region more attractive over a
reasonable horizon. Putin’s concern for the fast develop-
ment of Sakhalin and transport linkages with the Kuril
islands and Kamchatka as well for military exercises in the
area gives evidence of the mutual dependence of economic
development and security in an area where memories of
past conﬂicts is still alive.25 The decisive importance of the
“foreign factor” in explaining Russia’s policy in the Far East
all through history is well described by an insightful article
of Viktor Larin, who blames, indeed, central power for its
narrow “securitization” approach to the whole region.2623 See http://novostivl.ru/msg/19774.htm accessed 30 June 2013.
24 See Sechin’s plans in http://polit.ru/news/2013/07/16/trillion/
accessed 16 July 2013 and the trade-off between Europe and Asia in
http://ru.reuters.com/article/businessNews/idRUMSE96A03A20130711
accessed 11 July 2013.
25 See Putin’s address to Sakhalin’s authorities in http://news.kremlin.
ru/transcripts/18824/print, his focus on the importance of the Far East
from a historical perspective in http://www.vz.ru/politics/2013/7/16/
641454.print.html and his presence together with minister Shoigu at
the military exercises in Sakhalin reported to be the largest not only with
respect to the Far East as a whole, but also compared to Russia’s
contemporary history in http://www.kommersant.ru/doc/2235002 all
accessed 16 July 2013. While the primary show of military strength was
directed to impress the United State and Japan, Ruslan Pukhov, member
of the Public Council under the Russian Defence Ministry, notes that
China also got the message that Russia is capable of engaging in land
warfare in Siberia and the Far East though priority is on the upgrading of
military vessels and the Russian Paciﬁc Fleet, see Ruslan Pukhov, “Military
exercises in Eastern Russia: Initial Results”, Valdai Discussion Club, 30 July
2013. For a sanguine view from nationalist circles about China, see the
description of an imagined attack from China against the Far East, a
hopeless response from Russia with no support from the West and the
ﬁnal loss to China of the whole Baikal and Far East region, see http://
www.zrpress.ru/society/dalnij-vostok_18.07.2013_61754_v-internete-
pojavilsja-plan-voennogo-udara-kitaja-po-dalnemu-vostoku-rossii.html?
printr accessed 18 July 2013.
26 Viktor Larin, “Vostochnyi povorot Kremliia” in http://vpk-news.ru/
articles/16733 accessed 16 July 2013.Evolving geopolitical concerns may explain to a large
extent Putin’s strategic re-orientation compared to
Medvedev’s pro-Western inclinations. However, one
should not exaggerate their contrasts on modernization
whose tenets are largely shared between the two leaders
and in the country as whole. There is no major difference
on the need for privatization of large state companies,
while methods and timing may differ. There is no major
disagreement on the need to make state companies more
efﬁcient preparing for the eventual sale of more or less
large state shareholdings depending on the mood of the
markets. Thus, Medvedev’s reforms concerning the
transformation of non-commercial state companies
(goskorporatsii) into Joint Stock Companies under 100 per
cent state ownership, compatible with future disposal of
state property, are a step in the right direction that found
support in Putin, despite his reservations regarding Ros-
tekhnologii (a quasi-ministerial defence-plants holding)
and Rosatom (nuclear energy), both defence-related, that
are clearly set to remain under state control. The question
of how autonomous, “independent directors” (again a
reform approved by Medvedev)27 set to replace govern-
ment ofﬁcials combining this function with that of state
managers, can be, will remain a major issue no matter
who is going to be the President, to the extent that a
structure where Parliament would be more representa-
tive and less dependent on the executive is not envisaged
any time soon. Finally and more importantly, the
approach to modernization from above is common to
both leaders. This approach, largely criticized by eminent
Russian experts, continues to be an issue for discussion
between liberal reform-minded economists and statists
or conservatives.284. State-led modernization – between policy dialogue
and ruling from above
Modernization from above, the scheme pursued by
Russia, has been subject to ﬁerce criticism at home and
abroad based by and large on comparative evidence and
on a certain dose of theoretical assumptions, rather than
on history as such. A necessary premise is that, while
economic modernization is being pursued by the govern-
ment, “modern” products and processes are not conﬁned
to the government policy reservoir. On the contrary, it is
known that a number of IT – and less known – un-
dertakings have acquired world status and success inde-
pendently from government policies.29 Among
independent innovators Yandex is a largely praised27 See Medvedev urging state ofﬁcials to retire from state companies’
boards, in http://english.ruvr.ru/2012_03_22/69285753/ accessed 22
March 2012.
28 Tellingly, for Medvedev the enemy of a conservative is not a liberal
but a reactionary, see “Martovskie tezisy Dmitriia Medvedeva” in Neza-
visimaia Gazeta, 28 March 2013 from http://www.ng.ru/politics/2013-03-
28/1_medvedev.html?print¼Y accessed 28 March 2013.
29 See OECD Reviews of Innovation Policy: Russian Federation, 2011 in
http://www.oecd.org/sti/inno/
oecdreviewsoﬁnnovationpolicyrussianfederation.htm released in June
2011 and http://www.oecd.org/sti/inno/48098600.pdf.
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brilliant trafﬁc jam tracker for drivers. The company is
ready to invest abroad.30 Abby is famous for optical test
computing technology. Kaspersky lab is also known as a
leading computer security company soon to support
Interpol in ﬁghting cyber-attacks. Among large companies,
Lukoil, Russia’s biggest privately owned oil company, is
praised for investing in R&D, on state-of-the-art technol-
ogies in oil reﬁning and petrochemicals, as well as in-
vestments in clean energy and carbon-capture
techniques.31 On a more traditional front, a minor, but
possibly promising, ﬁeld so far neglected is wine produc-
tion, that is becoming one of the most proﬁtable food-
processing activities undertaking by wealthy private
owners in Russia’s southern regions, though competing
with world leaders in the ﬁeld will take time!32
a) How to improve the business environment: policy
dialogue on reforms
It is, however, agreed by all, experts and government,
that private investors have a hard time starting a business
and going through the red tape and bribing necessary to
make it feasible. The (WB) World Bank’s Doing Business
Report is the obligatory source on such issues.33 Russia is
not unique within the group of named and shamed coun-
tries in this ﬁeld among emerging market economies, but
her ambitions may be higher. Recently Putin promised to
lift her ranking from 120th in 2011 to 50th in 2015 and 20th
on the world scale by 2020.
On the positive side, one may note that obstacles to
businesses are not insurmountable and the usual barriers
seem to have been abating in time. The last WB Report
shows that over the period 2008–2011 the percentage of
respondents indicating that corruption is a problem has
fallen from 40 to 21, tax administration from 51 to 24,
business licensing and permits from 69 to 30, and courts
from 77 to 35.34 While, with a certain optimism, one may
assume that the perverse effects of the crisis and pressures
for fast recovery may have stimulated civil servants to
respond more promptly to businesses’ demands, the gov-
ernment’s political will in ﬁghting petty red tape and
sloppy conducts should not be underestimated. Given the
size of the country regional policies should also be
considered.30 See The Moscow Times, 26 May 2011. Yandex is to build in Finland a
data centre thanks to lower cost of land and electricity, the "right"
northern climate that can provide cooling of the servers, and local
authority’s support, see Vedomosti, No. 52, March 27, 2013 downloaded
from http://dlib.eastview.com/browse/doc/29050961.
31 See www.fastcompany.com on 15 March 2011 and on Kasperki’s
recent developments in conjunction with Interpol http://www.polit.ru/
news/2013/03/22/kasperskiy/print/ accessed 2 March 2013.
32 See some successful businesses by adventurous wealthy Russians
http://www.lenta.ru/articles/2013/03/16/shato/ accessed 16 March 2013.
33 See http://www.doingbusiness.org/w/media/GIAWB/Doing%
20Business/Documents/Subnational-Reports/DB12-Sub-Russia.pdf.
34 See Russian Economic Report. Recovery and Beyond, The Word Bank in
Russia, no.29 Spring 2013, p.28, from http://www.worldbank.org/
content/dam/Worldbank/document/eca/RER29-ENG.pdf accessed 26
February 2013.In this regard, a recent European Bank for Recon-
struction and Development (EBRD) study highlights how
regional differences may have an impact on the creation
of a more or less favourable business environment
depending, not only on capability (deﬁned as institutions,
knowledge, capital, infrastructure and technology
required to build and export products with a comparative
advantage) and path dependency, but also on targeted
federal/local policies and, it can be argued, capable
administration.35 Using the regional Index of Economic
Complexity (RECI) as a quantitative measure of capability,
the study identiﬁes regions – such as Tula, Samara,
Moscow, Novosibirsk and Chelyabinsk – as successful,
while at the bottom of the ranking one ﬁnds the Yamal-
Nenets autonomous region, Khanty-Mansi Autonomous
District and Ingushetia republic. A comparative analysis
between Novosibirsk (belonging to the ﬁrst tier in the
ranking) and Lipetsk (second tier) highlights the impor-
tance of the existing economic and legal infrastructure
and the room for improvement in both regions to
enhance their respective RECI. Novosibirsk, in particular,
is advantaged by easy access to business licensing and
permits, educated workforce and ﬁnance, whilst it suffers
comparatively more than Lipetsk from high tax and cor-
ruption. Interestingly, the analysis shows that the re-
quirements for each region to move further up in the
ranking are different and dependent on what the region
had achieved at a certain point in time relative to its
potential. While the EBRD study does not speciﬁcally
discuss the role of policies and politics, it is clear that
both matter in helping the region develop one way or the
other.
On the negative side, Russia has failed to support the
development of small and medium enterprises (SMEs) that
in many countries are drivers of change. The number and
revenues of SMEs in Russia do not compare favourably with
either OECD countries or countries of the ex-USSR. In
February 2012, the Russian State Statistics Service (Rosstat)
published preliminary results of the SME census conducted
in 2011. The SME data are as of end of 2010. The census was
conducted among all SMEs in Russia, including individual
entrepreneurs (IEs), micro-, small and medium-sized
companies. For the ﬁrst time, the census data provided
key facts and ﬁgures on actually operating SMEs. In fact,
their number turned out to be signiﬁcantly lower than the
number of ofﬁcially registered SMEs. Compared with 4.6
million total registered SMEs only 3.2 mn were operating.
They employed 19 million people (13.3 per cent of the total
population in Russia) and had a total revenue of 766 bn
Euros.36
To put these ﬁgures in perspective, on may compare
Russia with the Netherlands and Poland. The number of
SMEs in the Netherlands was 0.6 million and in Poland35 See Farra F., Klos N., Schober U., Sigalova O and Zhukov A., “
Improving regional performance in Russia: a capability-based approach”,
EBRDWorking Paper no. 155, January 2013 downloaded from http://www.
ebrd.com/downloads/research/economics/workingpapers/wp0155.pdf.
36 See data from http://www.rcsme.ru/eng/common/totals.asp
compiled from Rosstat statistics; accessed 20 March 2013.
38 See Dani Rodrik (2008), One Economics, Many Recipes: Globalisation,
Institutions and Economic Growth, Princeton University Press and Maria
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Euros and employment of 3.6 million and 5.9 million
respectively, giving evidence of much higher productivity
in both countries compared to Russia.37 The EBRD study,
cited above, estimated that the total Economic
Complexity Index (ECI) for the country, after being
broadly stable until 2002 dropped sharply from 2007 due
not only to the impact of lack of demand because of the
ﬁnancial crisis, but also to competition from other
countries, in particular from China, whose ECI kept
increasing rapidly. While for China the revealed
comparative advantages (RCA) in 312 products increased
by 51 products from 2002 to 2010, over the same period
it fell from 129 to 91 products in Russia. Summing up, in
Russia the resource and energy-based economy devel-
oped faster than other sectors, increasing the country’s
dependence on international commodity prices.
These developments should be kept in mind when
discussing the character of modernization policies in
Russia, the type of institutions set up by the government to
assist private entrepreneurs, and the selection of govern-
mentmeasures as preferable to the “wait and see” nature of
private investment decisions that would be needed to
accelerate modernization.
The development of Skolkovo under President Med-
vedev has been discussed above. Other policies and in-
stitutions also deserve mention. In efforts to adopt and
implement market-friendly institutions capable of
attracting domestic and foreign investment the govern-
ment set up a number of committees and organisations
that in theory should help highlight the sectors where
innovation should be a priority, gather opinions on how
to make the business environment more friendly to in-
vestors, stimulate credit institutions to assist new busi-
nesses, and provide for businesses’ feed-backs to
government policy implementation. Government policy
and institutions for modernization include the Commis-
sion for Modernization set up by Medvedev during his
mandate, the Agency for Strategic Initiative set up by
Putin in 2011, the institution of regional ombudsmen
under the aegis of Boris Titov, a successful businessman
(in the wine trade) to deal with the petitions of business
against unjustiﬁed decisions by the administration and
justice; a number of Special Economic Zones (SEZ) for the
development of industry, tourism and technological
parks, as well as the so-called Open Government created
by Medvedev after becoming Premier in 2012 to allow for
policy debate with independent experts and lobbying for
or against legislation on the business environment.
One should also add that Russia’s accession to the
World Trade Organization (WTO) in August 2012 carries
obligations to comply with a number of requirements,
many of which concern institutional changes that the
country signed up to in order to gain the status of
member. Along similar lines Russia must also approve
institutions needed for membership of the OECD:
although the number of OECD conventions to be37 See http://ec.europa.eu/enterprise/policies/sme/facts-ﬁgures-
analysis/performance-review/index_en.htm#h2-3.approved by Russia is minimal, changes needed to
comply with them, such as the Anti-Bribery Convention,
entail the approval of a signiﬁcant number of laws and
regulations meant to ensure implementation. In this re-
gard, the institutional aspect of modernization must
necessarily be worked out and enforced from above; a
process that started soon after Putin was elected Presi-
dent for the third time.
b) The role of the state: virtue out of necessity?
Mainstream literature points to the higher comparative
efﬁciency of individual initiative and private undertakings:
the paradigms of a market economy. Cross-country studies
describing and/or underscoring the role of the state in
fostering large-scale and long-horizon innovations all
through history are rare, though by no means irrelevant to
EMEs’ policy options and developments, as well as to a
less conformist view on the engines for change in modern
economies that do include the role of the state.38 Russia
has a long tradition of modernization from above.39 In
favour of this model there are a growing number of
economists and other experts attached to more or less
inﬂuential groupings of Russian conservatives that ﬂatly
discard the idea that, if left on their own with no inter-
ference from state administration and guidelines, private
businesses will spread, investments will grow and efﬁ-
ciency will improve.
Among these ﬁgures there are economists like Ruslan
Grinberg, the Director of the Institute of Economics of the
Russian Academy of Science and a member of InSOR, the
Institute of Contemporary Development, as well as of the
Expert Council of the MED, and Sergei Glaz’ev, a former
Deputy Minister of Trade and the ﬁrst Secretary of the
Eurasian Customs Union (that should evolve into an
Eurasian Economic Union in 2015) and now Putin’s adviser
on Eurasian economic integration, whose inﬂuence in
shaping mindsets more than policies – at least to date –
should not be underestimated. Surely, the hyperactivity of
Western governments in trying to rescue enterprises and
banks during the 2008–2009 ﬁnancial crisis gave a boost to
this school of thought.
According to Grinberg, Russia should adopt a form of
state planning. This should not be mandatory or dirigiste,
but indicative, based on incentives, not on orders. Even
with an ideal business investment climate, progress would
not be achieved by private initiative given the polarization
of Russian society where the middle class represents no
more than 20 per cent of the population. Rejecting both the
supply side (liberalism) and the demand side (Keynes-
ianism) approach to economic policy, Grinberg calls for
human capitalism or human socialism as an alternative to
market economy as such. Citing Italy’s records, GrinbergMazzucato (2013), The Entrepreneurial State. Debunking Public vs Private
Sector Myths, Anthem Press.
39 Discussed in Silvana Malle (2013) “Economic modernisation and
diversiﬁcation in Russia. Constraints and challenges”, Journal of Eurasian
Studies, 2013, 4, pp.78–99.
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mind there is no alternative to state investment in Russia
since large projects in infrastructure and industry would
not take off otherwise. It does “not matter how corrupted,
stealing, weak and non-professional the people” in charge
would be: it is “ a luxury to wait until puriﬁcation takes
place...Waiting for honest professionals is nonsense”.41
Grinberg may sound cynical or realistic depending on
one’s sensitivity. What matters analytically is that this
outlook is hardly isolated.
Glaz’ev’s and Fetisov’s sentiments are similar if not
stronger for their anti-market emphasis. They are critical of
free capital movements, with their corollary of capital
moving offshore and nested in tax havens; advocate the
mobilisation of speciﬁc national comparative advantages;
blame the government for a short-time approach to eco-
nomic policy; criticize as non-ambitious the Government’s
development concept for limiting the share of spending on
R&D to 2–3% of GDP, and claim that investment to GDP ratio
should go up to 35–40%, concentrating on breakthrough
sectors of the economy to accelerate growth and techno-
logical innovation. Critical of the Central Bank’s policy, Gla-
z’ev and Fetisov maintain that the market cannot provide
capital accumulation high enough to ensure the moderni-
zation of the economy. In the absence of strategic planning
and management on the part of the state, the Russian
economy will turn into a donor of capital to the US while
starving from lack of investment. Thus a Break-through
Strategy is needed, the elaboration and realization of which
must be the priority task of the highest government au-
thorities.42 With current worries about the slowdown of the
economy in 2013 and beyond, the state mantra could ﬁnd
increasing support in society.43 Interesting in this respect is
also the Minister of Education’s promise to reform the
glorious but hopelessly outdated Russian Academy of Sci-
ences. Despite the hysteria caused by the announcement and
the stop- and-go on the nature of reforms, this is clearly an
area where badly needed changes cannot be postponed and
the only authority to lead them is the state.4440 See http://www.rg.ru/printable/2013/02/25/eco-congress.html
accessed 25 February 2013.
41 See http://www.rosbalt.ru/business/2013/02/16/1094816.htm
accessed 16 February 2013.
42 See S. Glaz’ev and G. Fetisov, “ Novyi kurs: Strategiya proryva”
downloadable from http://www.glebfetisov.ru/lib/economy/index.php?
ELEMENT_ID¼1250/ accessed 14 November 2012.
43 See on the latest projections in http://www.ng.ru/economics/2013-
04-30/4_course.html accessed 30 March 2013 and the EBRD 2013
outlook projecting for Russia 1.8 per cent GDP growth in 2013 down-
loadable from http://www.ebrd.com/pages/news/press/2013/130510a.
shtml.
44 See Dmitrii Livanov’s interview as reported in http://www.utro.ru/
articles/2013/03/24/1108876.shtml accessed 24 March 2013 and http://
www.itar-tass.com/c9/693181.html, accessed 2 April 2013, reporting the
formation of a council of 22 including respected scholars and scientists to
lead the changes. See also for comparative views on RAN http://www.ng.
ru/blogs/leorad/drugaya-nauka.php?print¼Y; on pros and cons of pro-
posed changes, http://www.vedomosti.ru/politics/news/13915151/
nobelevskij-laureat-reformu-ran-nado-provodit-ostorozhno and http://
lenta.ru/articles/2013/07/01/ran/ and ﬁnally Putin’s accommodating but
determined standing on the need for reform in http://www.vz.ru/news/
2013/7/3/639759.html.While it is difﬁcult to assess the extent of support
among the population and within the government for a
modernizing industrial policy driven by the state, signs of
faltering economic growth in the last quarter of 2012 and
the ﬁrst quarter of 2013, discussed with concern by the
experts, may trigger a new round of heavy state inter-
vention to pre-empt the worst effects of the crisis. At the
same time, lower revenues to the budget are likely to force
the re-orientation and adjustment of economic strate-
gies.45 It is in this context that this article discusses plans
for the accelerated development of Siberia and the Far
East.5. Revising down economic projections and re-
directing state funding to the east
At the beginning of his third term as President Putin
announced with eleven orders (ukazy) his guidelines for
economic development and modernization.46 Goals were
ambitious as based on a projected annual average GDP
growth of at least 5–6 per cent.47 But economic de-
velopments then turned sour. Contrary to hopes and pro-
jections, GDP increased by only 3.4 per cent in 2012.48
Economic slowdown became visible in the second half of
2012 and further on in 2013. MED’s top ofﬁcials, ﬁnally,
admitted that growth in 2013 could fall below 3–2.5 per
cent and even stagnate.49
While the technocratic side of the government urges
caution, the leadership presses for growth-orientated pol-
icies and does not appear to be willing to retreat on
medium-term goals, though priorities are becoming more
focused as discussed below. Three scenarios for growth to
2030 based on Putin’s desiderata have recently been
approved by the government. The scenarios range from
conservative to more dynamic and ﬁnally to a bolder and
optimistic outlook depending on different assumptions on
modernization, ﬁnancial constraints and demographic45 On the need to raise more budget revenues, see Medvedev’s
introduction to the government meeting on 12 March 2013 and
Siluanov’s subsequent press conference, http://government.ru/docs/
23243/. See also Deputy Minister A. Klepach’s gloomy economic fore-
cast, http://www.ng.ru/economics/2013-07-22/1_vvp.html?print¼Y
and the rather cautious budget plan projections for 2013–2018,
http://www1.minﬁn.ru/common/img/uploaded/library/2013/06/Plan_
Minﬁna_2013-1018.pdf.
46 Among which there was creation and modernization of 25
million highly productive workplaces by 2020; raising the share of
investment to 25 per cent of GDP by 2015 and 27 per cent by 2018;
raising the share of technologically advanced branches of the econ-
omy by 30 per cent and the productivity of labour by 50 per cent by
2018 compared to 2011. Average real wages would increase by 50 per
cent by 2018. For an overview see http://www.vz.ru/politics/2012/5/
8/577872.print.html accessed 8 May 103. The precise texts can be
found in http://www.kremlin.ru/acts?date¼7þMayþ2012, 7 May
2013.
47 See for an appraisal of comments by experts http://www.ng.ru/
economics/2013-02-19/1_vvp.html accessed 19 February 2013.
48 See ofﬁcial statistics, http://www.gks.ru/ accessed 11 March 2013.
49 See Klepach’s comment, http://russmedia.wordpress.com/ accessed
2 April 2013 and fear of stagnation http://www.rbc.ru/rbcfreenews/
20131016140153.shtml accessed 16 October 2013.
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conform to Putin’s earlier plans and projections. Top gov-
ernment experts are much more cautious when formu-
lating their own projections; none believes that 5 per cent
growth might be attained.51 The economic slow-down is
putting pressure on the selection of non-negotiable goals.
Twomajor areas are clearly prioritized and likely to remain
decisive in shaping medium to long term policies:
modernization of defence and improved infrastructure for
businesses in the Eastern regions. The following section
discusses in detail key aspects of defence structures and
problems related to their modernization in the under-
standing that improved defence capabilities are not only a
priority per se but also, hopefully for the authorities, a
driver of development of the whole macro-region east of
the Urals and, in particular, of the so far neglected Far East.
a) Prioritising security eastward
Since the brief war with Georgia in the autumn of 2008
militarymodernization has been a top priority of the Russian
government. In December 2010 Medvedev, as President,
signed off an extremely ambitious state armaments pro-
gramme to 2020 providing for spending new armaments,
the repair and modernization of existing equipment, and
military R&D of 20 trillion roubles (c. $650 billion at the
exchange rate of the time). Notwithstanding the uncertain
performance of the economy since it was adopted, the pro-
gramme has been implemented as scheduled, although it
has been imposingmounting pressure on the federal budget.
As a result, spending on the budget chapter ’national
defence’ has risen from 2.5 per cent of GDP in 2006–2008 to
2.9 per cent in 2012 and is set to reach 3.8 per cent by 2015–
2016 unless there is a change of policy.52 This increased50 In the conservative scenario,growthwill average3.0–3.2per centonthe
hypothesis thatmodernizationwillﬁrst occur in the fuel and resource sectors
thanks to import of technology and knowledge. In the intermediate scenario
growth would average 4.0–4.2 per cent thanks to a higher share of invest-
ment in ﬁxed assets, modern transport infrastructure and high tech inno-
vation primarily in energy, but also spreading to other industries. The
optimistic, forced, scenario is based on a mix of market and state-driven
policies including, on the one side, measures to improve the business
climate, and on the other side, higher government spending on social
development, energy and infrastructure, aswell as the creation of large scale
non-oil export sectors thanks to a better utilizationof national savings, larger
lending to corporations and higher inﬂows of foreign investment; average
annualGDPgrowthwill attain5.0–5.4percent. Fora summaryseehttp://top.
rbc.ru/economics/25/03/2013/850649.shtml?print and http://government.
ru/docs/23518/ both accessed 25 March 2013.
51 Distinguished economist and ﬁscal expert Evsei Gurvich notes that
even the conservative scenario could be jeopardized by oil prices falling
below $90 per barrel that would entail a fall in average annual GDP growth
to 2.0–2.5%, see http://www.opec.ru/1468475.html accessed 25 March
2013. Interestingly, Ksenia Yudaeva, Putin’s Sherpa for international eco-
nomic issues, is also prudent on the potential for growth that she rates at
3.5–4.0% provided that business climate and investments improve and
there are no major international price shocks, see http://1prime.ru/
MACROECONOMICS/20130307/761628981.html accessed 7 March 2013.
52 The budget chapter ‘national defence’ includes most but not all
spending by the Ministry of Defence. With account of other military-
related spending, the total GDP share devoted to defence increases by
approximately 1 per cent, giving 4.8 per cent by 2015, the same as the
USA in 2010. Author’s calculations based on data of MOF and Rosstat.spending on military modernization enjoys considerable
support across Russia’s political elite and in the Parliament
making a policy adjustment unlikely unless there is a serious
slowdown in economic growth threatening budget stability.
In considering the developmental priority of the Far East
and Siberia for the Russian leadership issues of security
cannot be ignored. With its extensive land border with Asia,
the rising military potential of China and other Asian states,
and concern to safeguard the contested sovereignty of the
Kuril Islands, the Russian government has little choice but to
maintain a strong military presence beyond the Urals. In
addition, since the 1930s the Asian territory of the country
has been the location of important facilities of the defence
industry, including some of leading enterprises engaged in
the manufacture of armaments. This section of the article is
devoted to a review of the role of the Far East and Siberia in
Russia’s military-industrial potential and consideration of
the contribution of the local defence industry to the econ-
omy of the region and its developmental prospects.
In the Far Eastern federal okrug two regions have a
sizeable defence industry presence, Khabarovsk krai and
Primorskii krai. In both two industries predominate, avia-
tion and shipbuilding. What is now known as the ’ﬁlial of
the ’Sukhoi aviation holding company "Komsomol’sk-na-
Amure aviation factory imeni Yu A Gagarina’"’ is the largest
plane building enterprise of the United Aviation Corpora-
tion (OAK – ob"edinnenaya aviastroitel’naya korporatsiya),
the state-owned structure responsible for almost all
development and manufacture of ﬁxed wing aircraft in
Russia. Established in the 1930s, the factory now builds the
Su-27, Su-30MKs and Su-35S combat aircraft and the T-50
ﬁfth generation ﬁghter now under development. But is also
manufactures the principal civil passenger plane now being
built in the country, the Sukhoi Superject-100, an aircraft
with a quite substantial foreign technology input.53 With
over 12,000 workers, this is the largest employer of Kom-
somol’sk-na-Amure. In 2011 output amounted to over 23
billion roubles.54 The enterprise has a sizeable export
business, supplying Sukhoi combat planes to a number of
countries, although China, formerly a major customer, is no
longer a buyer. As a major supplier to the air force, the
factory is receiving substantial investment for moderniza-
tion, over 15 billion roubles to 2020.55
The town of Arsen’ev in Primorksii krai is home to a
major enterprise of the Russian helicopter industry, the
’Arsen’ev aviation company "Progress" imeni N I Sazykina’,
part of the ’Vertolety Rossii’ company of the defence group
’Oboronprom’, part of the vast state corporation ’Russian
Technologies’ headed by Sergei Chemezov. ’Progress’ builds
Kamov combat helicopters, above all the Ka-52 ’Alligator’,
now being procured in increasing number under the state
armaments programme. It also makes the light multirole
Mi-34S helicopter and the Yak-54 light sports plane. For
many years it has manufactured cruise missiles for the53 From the factory’s website, http://www.knaapo.ru/rus/index.wbp.
54 Godovoi otchet 2011, p.4.
55 http://vpk.name/i93454.html, ““Sukhoi” do 2020g, vlozhit 15 milrd
rub v modernizatsiyu zavoda v Komsomol’sk-na-Amure.”
59 http://www.roscosmos.ru/main.php?id¼2&nid¼20210&hl¼%E2%EE
%F1%F2%EE%F7%ED%FB%E9, 13 July 2013; http://www.roscosmos.ru/main.
php?id¼2&nid¼20022&hl¼%E2%EE%F1%F2%EE%F7%ED%FB%E9, 12 April
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approximately 6000.56
Primorksii krai is the main base of the Russian Paciﬁc
Fleet and, not surprisingly, shipbuilding and ship repair
works occupy a prominent role in the local economy. The
two most important are the ’Dal’nevostochnyi zavod
"Zvezda"’ at Bol’shoi Kamen’ 90 km east of Vladivostok and
the ’Amurskii sudostroitel’nyi zavod’ of Komsomol’sk-na-
Amure. The former is the centre for the repair, moderni-
zation and decommissioning of the nuclear submarines of
the Paciﬁc Fleet and, as such, is located in a so-called closed
administrative territorial formation (ZATO – zakrytoe
administrativno-territorial’noe obrazovanie), a secure zone
with limited access but also special earmarked federal
budget support. The latter shipyard formerly built new
nuclear submarines, but now is engaged in the moderni-
zation of vessels of the existing ﬂeet and the building of
some surface ships for the navy and other customers. These
and other shipyards in Khabarovsk krai are now enterprises
of the United Shipbuilding Corporation (OSK – ob"edinne-
naya sudostroitel’naya korporatsiya), the large state-owned
grouping, based in Moscow, that now controls most of
the Russian shipbuilding industry. Similarly, in Primorskii
krai ’Zvezda’ is also part of OSK, together with the ’Dal’za-
vod’ holding company of Vladivostok, and two former naval
shipyards, no.92 of Vladivostok and no.30 at Dunai, in
another ZATO, that of Fokino. All these shipbuilding en-
terprises of the Far East in 2009 were grouped to form the
’Far Eastern centre of shipbuilding and ship repair’ of OSK.
In the Far Eastern okrug other branches of the defence
industry are not strongly represented. In Khabarovsk krai
there are two enterprises of the conventional arms industry
concerned with producing equipment and supplies for the
ground forces, the ’Amurskii patronnyi zavod "Vympel’’ in
Amursk, making cartridges, and the Khabarovsk radio-
tekhnicheskii zavod, the precise product of which has not
been identiﬁed. In the Amurskii region of the krai there is
also a large facility of the munitions and special chemicals
industry, ’Voskhod’ of El’ban. In Primorskii krai the radio
industry is represented by the ’Vostochnoe oboronnoe
predpriyatie "Granit" of Vladivostok, making and servicing
air defence and radio systems, including those of the sub-
marine ﬂeet of the PF. In 2002 the Vladivostok enterprise
became part of the large Kontsern PVO ’Almaz-Antei’,
Russia’s leading developer and builder of air defence sys-
tems and one of the country’s major arms exporter.57 Apart
from the facilities of the two krai so far considered, there
are hardly any other defence enterprises of note in the
okrug. In Kamchatka oblast’ there is another ship repair
yard formerly of the navy (no.48), but now the ’Severo-
Vostochnyi repair centre’ of OSK. This is located in Vilyu-
chinsk, another ZATO, sixty km to the south of
Petropavlovsk-Kamchatka. The factory repairs submarines
and other vessels of the PF, plus equipment of the air
defence system and the ground forces.58 Finally, in Amursk
oblast there is one of the oldest enterprises of the entire56 From the factory’s website, http://progressaviation.ru.
57 http://vopgranit.ru; http://www.almaz-antey.ru/enterprises.
58 http://www.apxi.kap.ru.region, Blagoveshchensk ’Sudostroitel’nyi zavod im.
Oktyabr’skoi revolyutsii’. This builds auxiliary ships for the
navy but is also a large producer for the ﬁshing ﬂeet.
Reference has already been made to the existence of
ZATO in the Far Easter okrug. In recent years their number
has been reduced, partly by the opening up of some facil-
ities, partly by their merger. Currently there are four ZATO –
the above-mentioned Bol’shoi Kamen’, Fokino and Vilyu-
chinsk, but also Uglegorsk in Amursk oblast, the location of
the Svobodnyi state test facility for missiles, now being
developed as the ’Vostochnyi’ space centre, a new launch
site for space vehicles, offering an alternative to Baikonur in
Kazakhstan. The space centre is scheduled to be built for a
ﬁrst launch at the end of 2015 and is to have an eventual
population of the related science city of Tsiolkovskii of
40,000.59 In time, this centre could become a new locus of
economic development for the region.
Having established the main features of the defence
industry of the Far East, it is necessary to explore its role in
the wider national context of the Russian Federation and
also its role in the economy of the region. Unfortunately,
analysis of these questions is to some extent frustrated by
data limitations. Recent data on regional defence industry
employment region are not available. However, for 2000
there is detailed information by subject of the federation
although this excludes the nuclear industry.60 In the Far
Eastern okrug the total defence industry workforce was
51,800, 8 per cent of the industrial labour force as a whole
but nearer 15 per cent of employment in manufacturing
industry. In Khabarovsk krai, 32,000were employed, 23 per
cent of the total, and in Primorksii krai 19,100, accounting
for 11 per cent of all industrial employment. Since 2000 the
industrial workforce of the Far East has steadily contracted
but with large orders the defence sector labour force has
probably held steady, giving a growing share of the total.
What role does the Far East play in the production of
armaments? This can best be judged by the share of the
federal okrug in the total annual state defence order for the
MOD, known in Russia as the GOZ (gosudarstvennyi obor-
onnyi zakaz), in effect the implementation of the arma-
ments programme on an annual basis. In 2010 the Far
Eastern federal okrug accounted for 6.7 per cent of the total
volume of the MOD GOZ, rising to 7.1 per cent in 2011. This
is more than the Urals okrug, which accounted for 5.1 and
6.1 per cent respectively, but similar to the Siberian okrug,
7.3 and 5.7 per cent for the same years.61 Looking at indi-
vidual regions of the Far East, in 2011 Khabarovsk krai
accounted for 3.4 per cent of the MOD GOZ and Primorksii
krai 3.3 per cent, leaving only O.4 per cent for other regions.
But in the same year, the city of Moscow accounted for 46
per cent of the total, Moscow oblast 13.7 per cent and St2013, visit of Vladimir Putin to the Vostochnyi ’cosmodrome’.
60 http://ts.vpk.ru/corporate/region/fed_4.htm, accessed 9 April 2003.
Note, the data are no longer available on the TS VPK website.
61 Data of the defence industry information agency TS VPK (http://
www.vpk.ru/). Note this is a restricted access site, the data available
only to registered users.
65 See Kommersant Daily, 22 May 2013, p.1, Egor Popov, ’Prezident
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arises from the simple fact that the headquarters of many
defence corporations are located in the capital and many
orders undertaken by enterprises far from Moscow are
attributed to the lead company.
This raises a signiﬁcant issue relating to the defence in-
dustry of the Far East. While it possesses some of the largest
and technologically most advanced enterprises of the entire
region, the ultimate control of these major facilities is
exercised in Moscow. At the same time, these relatively
advanced companies play a signiﬁcant role in the local
economy as employers and contributors to local budgets.
Regardless of the powers and inﬂuence of local regional
leaders in relation to the enterprises of the defence industry
in their regions, it is clear that some of these centres of
advanced machine building are playing a notable role in
promoting future development. A good example is the
’Zvezda’ shipbuilding and repair works of Bol’shoi Kamen’.
This long-established naval centre has become the location
of a new project to create a shipyard able to build oil tankers,
transporters of liqueﬁed natural gas and other large surface
vessels. This is a joint venturewithDaewoo Shipbuilding and
Marine Engineering (DSME) of Korea, although because
various problems and delays have arisen Daewoo is not
currently active. The project, ’Zvezda-DSME’, is to complete a
shipyard able to build vessels of up to 300,000 tonnes by
2020. Clearly, this is of great interest to Rosneft’ and Gaz-
prom and it may be signiﬁcant that at the time when the
deal with Daewoo was struck in 2009 the board of OSK, to
which ’Zvezda’ is afﬁliated, was chaired by Igor’ Sechin, now
CEO of ’Rosneft’’. In this role, Sechin has maintained his in-
terest in the shipbuilding industry, determined that OSKwill
prioritize not onlywork for the navy, but also shipbuilding in
the interests of the energy sector.
With the prospect of an expanding trade in oil with China
and other Asian countries, the Far East is a natural location
for new capacity to meet the energy sector’s demands. This
also applies to off-shore drilling rigs for the oil and gas in-
dustry. Not far from Bol’shoi Kamen’ there is a second
energy-related project, this time a joint venture with the
Singapore company Rafﬂes, to create a new yard to build
drilling rigs. The ’Vostok-Rafﬂes’ company, based in Vladi-
vostok, is 75 per cent owned by the Far Eastern shipbuilding
and repair company of OSK and 25 per cent by Singapore
company ’Rafﬂes-Offshore’.62 The yardwill have the capacity
to construct drilling platforms of up to 30,000–40,000
tonnes.63 There have been doubts about whether the project
will go ahead and its completion date is uncertain but in
January 2013 deputy prime minister and chair of the
Military-Industrial Commission, Dmitrii Rogozin, conﬁrmed
that the new shipyard would indeed be built.64
These projects based on facilities of the defence industry
raise somedifﬁcultpolicy issuesand it is clear that theydonot
enjoy unanimous support inMoscow. The ’Zvezda’ project in62 See http://vostokrafﬂes.ru/, the company website.
63 http://vostokrafﬂes.ru/proekty/stroitelstvo-verﬁ/.
64 http://interfaxenergy.com/natural-gas-news-analysis/russia-and-
the-caspian/vostok-rafﬂes-shipyard-back-on-deputy-pm/, 29 January
2013.particular is behind schedule, partly it appears because the
OSK leadership has reservations, shared by the Ministry for
Industry. The Russian shipbuilding industry is centred on St
Petersburg and there is a rival project there to build a new
shipyard serving the energy sector.65 Rogozin has overall re-
sponsibility for the defence industry but his ﬁrst priority is
armaments production, not the energy sector. He is alsowary
of the involvement of foreign companies in the defence in-
dustry, unlike the Ministry of Industry or Chemezov, head of
’Russian Technologies’. The needs of the energy sector are
backed in a vigorous manner by Igor Sechin, CEO of Rosneft
and known for his close ties to Putin, and also the leadership
of Gazprom. Sechin also appears open to foreign investment.
However, the ’Zvezda’ project now has the backing of the
President and there is an understanding that it must have
priority. Funding is still uncertain, however, and it is likely
that Gazprombank will play a major role prompting specu-
lation that the new shipyardmay even break away from OSK
as an independent company.66
As discussed above, the Komsomol’sk-na-Amure aviation
plant has become the leading centre in Russia for building
new passenger planes and is the forefront of technology in
the development of the new ﬁfth generation ﬁghter. Ac-
cording to the acting governor of the krai, Vyacheslav Shport,
the value of the state defence order for the region has
increased ﬁvefold over the last four years and the defence
sector is a signiﬁcant driver of the local economy, boosting
local budget revenues.67 Similarly, in Primorskii krai the
Arsen’ev ’Progress’ plays a major role and there has been
discussion locally of creating a Far Eastern equivalent of
Skolkovo on its basis.68 But this factory is part of the ’Russian
Technologies’ state corporation, the Russian equivalent of
Finmeccanica, the powerful defence-related machine build-
ing state conglomerate once the main pillar of the Italian IRI
(Institute for Industrial Reconstruction) discussedbelow, and
has limited autonomy in decision making. Whether ’Prog-
ress’ will play a leading role in development will depend on
the stance of the corporation’s leader, Sergei Chemezov.
Turning brieﬂy to Siberia, similar issues are encountered
but with the signiﬁcant difference that its defence indus-
trial base is much more diversiﬁed and there are signiﬁcant
actors absent in the Far East, namely the Rosatom state
corporation, headed by Sergei Kirienko, a former prime
minister of the country, and Roskosmos the Federal Space
Agency which leads the missile-space industry. In addition,
’Russian Technologies’ has a much larger presence with
almost thirty enterprises and organisations compared with
only one in the Far East. The region plays a larger role in the
Russian defence industry, adding weight to the policy voice
of deputy prime minister, Dmitrii Rogozin. On the other
hand, the Shipbuilding industry is weakly represented andpostavil verﬁ na mesto.’ and http://www.kommersant.ru/doc/2250107/, 8
August 2013,Egor Popov, ’OSK riskuet vyronit’ "Zvezdu".’
66 Kommersant Daily, 5 July 2013, p.7, Egor Popov, Mikhail Serov,
’"Rosneft’" nashli svoyu "Zvezdu".’
67 http://news.kremlin.ru/news/19013, 8 August 2013, meeting of V
Shport with President Putin.
68 Nezavisimaya Gazeta, 22 May 2012, p.13 Tat’yana Dvoinova,
’Soveshchatel’naya modernizatsiya Primor’ya.’
70 See Andrei Belousov, then Minister of Economic Development,
pressing for the utilization of the Fund of National Welfare in http://
1prime.ru/Finance/20130402/762294892.html 2 April 2013.
71 See government debate and resolutions, http://government.ru/docs/
23680/, 2 April 2013. See also http://www.interfax.ru/print.asp?
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ergy sector is much weaker, meaning that Igor’ Sechin has a
less obvious engagement.
The defence industry of Siberia is much larger than that
of the Far East and has a very different structure. Firstly, the
nuclear industry is strongly represented in a number of
regions with major facilities of the nuclear fuel cycle in the
closed cities (ZATO) of Zheleznogorsk (formerly
Krasnoyarsk-26) and Seversk (formerly Tomsk-7) in the
past both were centrally involved in the nuclear weapons
programme, but today probably to a lesser extent. Novo-
sibirsk also has two important nuclear industry organisa-
tions considered to form part of the defence industry.
Another sector not represented in the Far East is the
missile-space industry, which has a major defence
contractor, Krasnoyarsk machine building works (Kras-
mash), in Soviet times the leading producer of strategic
nuclear missiles for submarines. Today it builds the ’Sineva’
SLBM, being supplied to the existing ﬂeet, but not the new
’Bulava’ missile now being built at Votkinsk in the Urals for
the latest new Borei class strategic submarines. Also in the
krai, located in the Zheleznogorsk ZATO, is Russia’s leading
organization for building space satellites, ’Informatsionnye
sputnikovye sistemy im.akademika M F Reshetneva’.
The aviation industry is represented in Irkutsk oblast by
the ’Irkut’ corporation, part of the Sukhoi company, and like
the Komsomol’sk-na-Amure factory one of the country’s
largest producers, and exporters, of Sukhoi combat aircraft. It
is also engaged in a programme to build a new passenger
plane, the ’MS-21’. In the Buryat republic is the Ulan-Ude
aviation factory of ’Vertolety Rossii’ (building Mil helicop-
ters) of ’Russian Technologies’. Novosibirsk oblast has
another branch of the Sukhoi company, Novosibirsk aviation
works im.VPChkalova, andOmskoblast amajor aero-engine
plant, the oldest in Russia, since 2007 a branch of the
Moscow-based corporation of gas turbine building ’Salyut’,
one of the country’s leading producers of aero-engines.69
Siberia, unlike the Far East, has a signiﬁcant number of
enterprises engaged in the manufacture of armaments for
the ground force and the production of munitions and
special chemicals. The principal centres are Barnaul and
Biisk in Altai krai and Novosibirsk, which has a large con-
centration of enterprises of the munitions industry, many
under ’Russian Technologies’. In addition, there are centres
of the electronics, radio and communications equipment
industries, notably in Novosibirsk, Omsk and Tomsk. Again,
many of these enterprises are under ’Russian Technologies,
giving it a substantial presence in the Siberian okrug.
In the Siberian okrug in 2000 there were 159,300
employed in the defence industry, again 8 per cent of the
total labour force and approximately 12 per cent of
manufacturing employment. But in the okrug almost half
defence industry employment was concentrated in two
oblasti which in the year 2000 accounted for 56 per cent of
all defence industry enterprises, Novosibirsk with 42,000,
22 per cent of the industrial labour force and Omsk with
33,500, 21 per cent. Altai krai and the Buryat republic fol-
lowed with 14 and 11 per cent respectively.69 http://www.salutomsk.ru/main.php?id¼103.Just as in the Far East, in Siberia the defence industry is a
leading sector of manufacturing industry in general and
possesses the most advanced technology. Unlike its Far
Eastern equivalent it also has some capability in both R&D
and microelectronics, notably in Novosibirsk, the diversiﬁed
developmental potential of which has already been noted.
But most of the enterprises of the defence industry located
in Siberia, as in the Far East, have limited competence in
decision making, having been incorporated into powerful
structures with headquarters in Moscow. Whether the
defence sector can play a signiﬁcant role in promoting eco-
nomic development to the east of the Urals will depend on
the extent to which the central authorities are supportive of
local engagement, including activities involving foreign
capital and technology. It is clear, however, that the leader-
ship of the Russian state will continue to favour military
modernization. The industrial and technological potential of
the defence industrial base will probably improve steadily.
Given appropriate policies, it is not inconceivable that this
potential could in time be harnessed to boost the overall
economic strength of the vast Asian territory of Russia.
b) Accelerated development plans for the Far East: a crit-
ical assessment
The total (including private investment) cost of the
Development Programme for eastern regions according to
MED’s estimates should be some 10 trillion roubles to 2025.
This is much less than the programme for the moderniza-
tion of defence (the cost of which is being kept separate
from that of territorial development); moreover, in the
course of lengthy debate involving three opposing agencies
(MOF, MED and theMinistry for the Development of the Far
East) efforts to shift much of the burden to non-federal
bodies succeeded in downsizing disbursement till 2017.70
After cutting almost by half the projected expenditure,
the MOF still bitterly commented that the budgeted 526 bn
roubles to 2018, entailing spending of 100 bn roubles a year,
was an ambitious task compared to the 40 bn roubles a year
previously estimated. “Nonetheless that is a priority”,
Siluanov concluded, arguing that as all federal reserves to
2016 had already been committed, serious (compensatory)
resources could be found only from the Russian Fund of
Direct Investment and the Fund for the Development of the
Far East (on which more below). At the same meeting in
Yakutsk, Medvedev warned that time for implementation
had come despite unresolved disagreements among gov-
ernment agencies with respect to cost estimates.71
The MED 2013–2018 Plan for the Development of the Far
East, published in June 2013 foresees an acceleration ofmost
economic indicators compared to the national averages.
Thus, the rate of growth of this region should increasinglysec¼1447&id¼298726 accessed 1 April 2013 for the comparison be-
tween initial higher projections (1 trillion roubles to 2018) and the ones,
still signiﬁcant, approved under pressure by Medvedev.
76 On the modernization of railways see http://www.rg.ru/2013/07/27/
putin-site.html accessed 27 July 2013, http://www.1prime.ru/transport/
20130726/765152906-print.html and Vedomosti, no. 133, 26 July 2013,
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49 per cent (2018) on the assumption that the state pro-
gramme of development will be fully funded. In default of
full funding, the acceleration would be much lower, i.e. to
17.8 per cent above national average growth by 2018.
Simultaneously life expectancy, wages and regional GDP per
head are also expected to improve faster than the national
average. The difference of GDP per head should increase
from 123,7% (2013) to 137,8% (2018) compared to (100,0)
national average. Interestingly,while a steadyaccelerationof
exports above the national average is projected in the years
from2013 to 2017, by theﬁnal year the difference falls below
the 2013 estimate on the assumption that the macro-region
itself will start consuming more of its own commodities/
products. It is not clear from this Programme how mono-
company towns will be dealt with despite the fact that
their fate is part of the development strategy.72
Cost estimates, however, remain a major issue despite
Medvedev’s efforts to disregard them as a nuisance. There
are, indeed, signiﬁcant qualiﬁcations that may turn out to
put pressure on ﬁscal balances already strained by the
economic slow-down.
First, state funds up to 3.8 trillion roubles to ﬁnance pri-
marily transport infrastructure (c. 50 per cent of the total), i.e.
works on the Trans-Siberian Railroad and highways have
been committed in the federal budget until 2020 (out of 10.6
trillion roubles estimated to be needed in total).73 Eighty-
eight per cent of federal spending will be devoted to infra-
structure, distributed as follows: 49 per cent transport,19 per
cent electric power,13 per cent to social needs and 7 per cent
to communal economy.74 Out of the programme for 2020 the
government approved in April 2013 only the 2013–2017
section–without listing theproper sourcesof federal funding
– was approved to accommodate the terms of the current
Presidential mandate.75 Funding that is critical to the success
of the programme is not yet fully agreed and likely to remain
an on-going source of contention between federal agencies.
It is worth noting that Putinwants to retain control over
top priorities, but will be unable to provide for off budget
market-based funding. Following the approval of govern-
ment (approximate) plans for the whole territory, Putin
gave his approval to the funding by the federal budget of
262 bn roubles for the modernization of Trans Siberian
Railways and BAM (Baikal-Amur Mainline) out of a total
estimated cost of 562 bn roubles. Government should72 The MED Plan is published in the website of the Ministry: http://
www.economy.gov.ru/wps/wcm/connect/economylib4/mer/activity/
sections/strategicplanning/doc20130627_05 accessed 29 June 2013. See
Shuvalov in http://www.itar-tass.com/c9/790061.html accessed 29 June
2013 on mono-company towns.
73 See some details in Kommersant’ accessed 3 April 2013 from http://
www.kommersant.ru/doc/2160909?fp¼39.
74 See http://www.kommersant.ru/doc/2160909?fp¼39 accessed 3
April 2013.
75 The Minister of Economic Development, Belousov, considering only
2013–2017 broke down the sum into ﬁve projects: 260 bn roubles for
railways (BAM and Trans-Siberia); 101 bn roubles for regional aviation; 60
bn roubles for a networks of highways; 25 bn roubles for port infrastructure,
50 bn roubles for energy to be provided by RusGidro and 58 bn roubles for
communications, see transcript of government meeting 2 April, http://
government.ru/docs/2680/ the whole adding up to 554 bn roubles.provide 110 bn roubles in federal budget subsidies and the
rest (c.150 bn roubles) should be investment in privileged
(non-voting) shares of the state railway company RZhD by
theWelfare Fund, the returns onwhich, in principle, should
at least match the rate of inﬂation. The scheme presumes
that Railways will be able to attract 300 bn roubles in-
vestments from other sources.76 This would imply Russian
Railways’ capacity to earn, and distribute, proﬁts, a situa-
tion that, even with the tariff increases the company has
been pursuing over the years, cannot be taken for granted
given strong and successful competition in transport from
airlines.77 The project is also being criticized for being su-
perﬂuous to the extent that it would increase freight
transport capacity far beyond what is really justiﬁed by
regional output; remain socially unfriendly as the
modernizing/doubling of the existing railways will not help
connections with villages and towns scattered in the region
and distant from the main lines more than 300 km and, in
the light of costly and ineffective tunnelling works already
carried out, likely to be wasteful and inefﬁcient.78
Second, the Programme is based on somewhat optimistic
projections about private investment in any sector. The state
funding is about 35 per cent of the total investment in the
region, to which private companies are expected to
contribute 6.8 trillion roubles. Why should private, whether
domestic or foreign, investors venture into a rather inhospi-
table and underdeveloped region? Regional assets are
essentially sub-soil; in many ﬁelds, including energy,
exploitation requires advanced technology; any substantial
investment would need a long horizon to become proﬁtable
in the light of currently inadequate infrastructure and sub-
dued domestic demand. Any new undertaking should
confront a shortage of local manpower and skilled labour.
Immigrants, from Central Asia in particular, could be helpful
in construction, but would hardly be an asset in any other
ﬁeld except retail trade.79 To attract and retain manpower
living conditions need to improve. This includes better pro-
vision and lower tariffs for electricity.80
Third, considering the size of the territoryand the scope of
modernization, only large-scale projects will qualify for’Vkratse: Vladimir Putin reshit, kak ﬁnansirovat’ BAM’.
77 See “Rel’sy uhodiat v nebo” for an overview of competitive airlines’
services hitting railways’ chances to become proﬁtable over long dis-
tances, http://lenta.ru/articles/2013/07/17/slow/ accessed 17 July 2013.
77 See a critical overview, http://magazine.rbc.ru/2013/06/26/trends/
562949987566787.shtml?print.
79 These issues are discussed in Aleksandr Popov and Sergei Chernikov
“Mertvyi vostok” see “http://expert.ru/expert/2013/31/mertvyij-vostok/
accessed 29 July 2013 and Aleksei Podberezkin, ’Stsenarii integratsii
vostochnykh regionov Evrazii i ATR’, http://www.eurasec.com/analitika/
2498/ accessed 26 April 2013.
80 See on the perverse combination of overcapacity (underutilization) of
electricpower stations, obsoleteequipment, and technology, and lowquality
coal used for electricity generation brings about higher tariffs and depresses
demand further, and the discussion at the Far Eastern Investment Congress
on replacing coal by natural gas and existing stations by small generation
units, http://www.zrpress.ru/politics/vladivostok_02.08.2013_61947_vo-
vladivostoke-uchastniki-dalnevostochnogo-investitsionnogo-kongressa-
obsudjat-effektivnost-energetiki.html?printr accessed 3 August 2013.
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by law. To qualify for tax relief, investors should commit to at
least $5million (150mn roubles) over the ﬁrst three years or
$16.6million (500mnroubles) over theﬁrstﬁveyears.81New
regulation discussed above regarding the postponement of
increases in the social charges to individual entrepreneurs
may encourage local businesses and perhaps help stem the
outﬂow of youngsters from the region, but this is a (subsidy)
drop in the ocean of neglect that the Far East would need to
overcome in a relative short period of time. A better envi-
ronment for SMEs would help but these are unlikely to
develop in the absence of the driving force of large scale in-
vestment and consequent spin-offs and local demand.
Fourth, large scale projects, including some in defence,82
need to be based on public–private partnership (PPP) since
funding is tobeprovidedone-thirdby the federal government
and two-thirds by off-budget funds, with the share of the
consolidated budget reaching only 3 per cent of total
spending. This scheme will need, as the Minister for Devel-
opment of the Far East, made clear on different occasions,
substantial guarantees on the part of the state. Since the local
governments in the region are, by and large, ﬁnanced by
transfers fromtheFederal Budget, it is unlikely that theycould
offer credible guarantees to would-be investors. It will be up
to the federal level to provide such guarantees; a nightmare
for the MOF, which is rightly concerned that contingent lia-
bilitiesmay in the endnegatively impact on the state debt-to-
GDP ratio. Low public debt is a strong reputational advantage
to Russia compared to most, if not all, emerging market
economies, but it could shoot up in no time if andwhen state
guarantees will need to be disbursed.
Fifth, the consistency and feasibility of the Programme
are highly questionable. The package for the East, as
announced by Medvedev, consists of two federal pro-
grammes – "Economic and social development of the Far
East and the Baikal region until 2018" and "Socio-economic
development of the Kuril Islands, Sakhalin region till 2015",
as well as 12 sub-industrial components. Indeed, the Pro-
gramme for the Far East is the extension to 2018 of a former
programme that failed to be completed by 2013.83 Local
governments were neither consulted, nor received in-
structions, on when to start working according to plans.
Lack of coordination between the centre and the regions
may indeed become a major obstacle to any plan no matter
how well backed by state funding.
Finally, the accelerated development of the Far East is
complicated by the combination of a territorial approach
with a branch approach; the latter consisting of 23 large-81 See Anatoly Medetsky, “Far East Plan Approved by Cabinet, Despite
Siluanov’s Opposition”, http://www.themoscowtimes.com/business/
article/far-east-plan-approved-by-cabinet-despite-siluanovs-opposition/
477297.html and the transcript of the meeting in http://www.
government.ru/docs/23437/ both accessed 22 March 2013. See Instruc-
tion to the Duma concerning preferential treatment of large-scale in-
vestors in http://government.ru/docs/23606/.
82 Despite joking about exotic public-private partnerships in the mili-
tary sector, Rogozin deems them inevitable in order to raise the tech-
nological level, see http://ria.ru/defense_safety/20130805/954390436.
html accessed 6 August 2013.
83 See http://www.interfax.ru/print.asp?sec¼1447&id¼298726 cited
above.scale projects whose time horizons and compatibility
with territorial needs and capability, including availability
of necessary skills,84 by and large interconnect with the
modernization of defence industry as discussed above.
Summing up, the Development Programme for the Far
East comes down to an improvised patchwork of different
plans and projects that will represent an enormous burden
for state ﬁnances while chances of success look poor over a
ten-years horizon. Stretching this horizon longer, as one
may suppose from the overall growth scenarios to 2030,
will not make implementation easier if different plans are
not made consistent with one another and there is a lack of
clarity as to the agencies in charge, as discussed below.
Moreover, any measure of success will depend primarily on
instructions and monitoring from above. Investment
pledged by major companies with state participation and
banks will be essential and probably the major vehicle to
carry out some of the plans. In this context the considerable
difference between the estimated cost of modernizing the
macro-region railways by the state entity RZhD (for a total
of 1.1 trillion roubles) and the budget funds of 260 bn
roubles assigned to boost its charter capital for 2013–2015
as mentioned above hint that implementation is not to be
taken for granted according to plans and deadlines .85 “The
population is ﬂeeing, capital is leaving and foreign capital is
not coming in”. Unless that changes, and changes very soon
and radically “where will it be, our Russia on the Paciﬁc?’”
as one observer sadly comments.86
The appointment by Putin of an external auditor in
charge of checking implementation points to an increasing
concern for the feasibility of his ambitious strategies, but
represents also a personal alibi and a caveat to top ofﬁcials
in charge in the case of failure.87 Implementation will be
extraordinarily difﬁcult, so will be control ex-post.
While delegating tasks from above could arguably work
in Moscow and its periphery, this option cannot be seri-
ously considered when 60 per cent of the territory is
practically out of reach/control no matter how efﬁcient
digital communication has become. This is becoming a
strong challenge to the centralized structure of power.
Large and dispersed development plans for the Far East go
beyond the organizational capability of Moscow author-
ities. A Ministry without portfolio for the Far East may not
be up to the task.88 Other solutions will need to be
considered.84 See Ishaev’s intervention in the transcript http://www.government.
ru/docs/23437/ accessed 22 March, ibid. On shortage of skilled labour in
Sakhalin, see http://expert.ru/expert/2012/49/glavnoe–demograﬁya-i-
kadryi/.
85 See http://www.interfax.ru/print.asp?sec¼1447&id¼298726 cited
above.
86 See Avdeyev’s comment in Goble, Paul, “Window on Eurasia. Despite
Moscow’s Promises, Russia’s Far East Remains ‘More Dead than Alive,’
Experts Say” in http://windowoneurasia2.blogspot.it/2012/11/window-
on-eurasia-despite-moscows.html accessed 30 November 2013.
87 See http://www.rg.ru/2013/07/27/putin-site.html.
88 See: http://www.vedomosti.ru/politics/news/6651391/razmyvanie_
i_provaly#ixzz2Dh33HK8v on Putin’s dissatisfaction with Ishaev
accessed 30 November 2012.
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charge?
The issue of how to manage, prioritize and ﬁnance de
facto investments in the east of the country as well as check
implementation and compliance to rules has been dis-
cussed in Russia by experts and government ofﬁcials.
Different options have been considered but with no
conclusion to date.
a) Another capital in the East
An interesting, perhaps futuristic, option is that of
creating a second capital for the East. Location could be
Vladivostok, Irkutsk, Khabarovsk or another important
regional capital.89 There are parallels with Brazil and
Kazakhstan. In both countries ex-novo capitals – Brasilia
and Astana respectively – have been created defeating
opposition and inertia on the part of civil servants and
common citizens. Both in Brazil and Kazakhstan the Central
Bank remained in the former capital. In Brazil it remained
in Rio de Janeiro while all the government agencies moved
to the brand new administrative agglomeration created by
Niemeyer, the architectural genius of whom was perhaps
seen as a means of curbing criticism and reducing the pains
suffered by bureaucrats on being displaced from the coast.
In Kazakhstan the National Bank that was created only in
1993 remained in Almaty. These are the examples often
quoted by Russian experts, but they are not unique in his-
tory. Turkey in 1920 moved the capital from Istanbul (on
the coast) to Ankara located in the central part of the
country. Germany has been gradually moving all govern-
ment structures back to Berlin after the long post-war
interlude in Bonn. In each case displacing government
agencies was difﬁcult and costly. In the case of Russia the
discussion is not about replacing Moscow, as a capital, for a
distant far east city, but setting up a parallel government
structure for the East. Compared to other countries, this
could be even more justiﬁed for the Russian Federation, the
largest country in the earth, where ﬂying from Moscow to
Vladivostok takes 10 hours. Nonetheless, opposition is
strong also on account of separatist feelings it could feed.90
It is worth noting that there is also opposition to moving
government agencies out of central Moscow to a newly to
be developed urban area, as proposed by Medvedev during
his Presidency: a sensible project that would relieve trafﬁc-
jammed Moscow from pollution, transport fatigue and
routine car accidents, but for which hardly any government
ofﬁcials show enthusiasm.89 See Karaganov Sergei and Barabanov Oleg (authors and eds) “Toward
the Great Ocean, or the New Globalisation of Russia”. Valdai Discussion
Club Analytical Report, Moscow, July 2012. See also Sergey Karaganov,
“Russia needs one more capital – in Siberia” Valdai Discussion Club, 2 July
2012.
90 See Alexei Fenenko, “Can Russia play an active part in the Paciﬁc
game?” Valdai Discussion Club, 20 April 2012 accessed on that day from
http://valdaiclub.com/asia/41420/print_edition/ who argues that an
Eastern capital could raise sentiment of independence in the Far East
which could turn against Russia’s interests.b) Duplicating federal agencies
A second option, more feasible but possibly less effective,
is moving only part of the federal administration to a suit-
able Eastern city while letting the government apparatus
and ministers stay in Moscow.91 There is no need to discuss
here which agencies should be primarily considered for a
new settlement or which ofﬁces should be duplicated to
facilitate interaction with the public, and in particular,
businesses with the federal administration. One risk is that a
partial administrative settlement becomes dysfunctional
from the point of view of the routine personal interaction
between ofﬁces and ofﬁcials in settling administrative
doubts and controversies. Another problem is that such
structures will be seen as provincial, lower status segments
of bureaucracy whose decisions could be more easily chal-
lenged by both local authorities and the public by invoking
central authorities’ overruling from Moscow.
c) Creating a separate authority in charge of Far Eastern
Development
A third option is to forget altogether how to improve
access to, and interaction with, the Federal administration
(hoping that digital connections will soon be in place!) and
concentrate on an altogether alternative structure whose
decision-making would be by and large independent from
government’s micro-management at either central or
regional level. A separate authority empowered by the
central government to manage state assets, assign state
funds to capable investors, monitor implementation and be
responsible, for its tasks only, to central government could
share some features of the Italian IRI (Institute for Indus-
trial Reconstruction) set up in the thirties to manage state
assets acquired initially by nationalizing poorly performing
or loss-making banks, and later after the war, distressed
large and medium scale companies. Despite recurrent
claims of corruption and misuse of funds, IRI modernized
and restored to health a number of companies in the ﬁfties
and sixties. By 1980s IRI was the largest industrial holding
in Italy and one of the largest in the world, with half a
million employees, in charge of 1000 companies, its over-
sight ranging from the construction of highways to the
development of the communications system and steel in-
dustry. Military industry prospered under IRI.92 This
agency, however, had no authority on the use of soil and
subsoil resources. It ceased to exist in 2002 after a market
economy had developed and gradual divestment of all state
assets became desirable, if not inevitable.
The proposal of a state authority for the Far East was
allegedly put forward by Sergey Shoigu in early 2012, in his
capacity of Minister for Emergency Situations.93 The91 See Oleg Barabanov in “Does Russia need a new capital” Expert
Opinions, Valdai Discussion Club, 4 July 2012.
92 In 1992 IRI was transformed into a Joint Stock Venture and, after a
sequence of privatizations, ceased to exist in early 2000.
93 See Melnikov, Gudkov, and Panchenko, “Vsia vlast’ v Sibiri”, Kom-
mersant’ 20 April 2012 no.71 (4856) from which the description that
follows is taken.
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proposed the creation of a state corporation in charge of
sixteen subjects (about two thirds of Russia’s territory) that
would be partially exonerated from the application of
federal laws on subsoil, forest, land, urban development,
labour and nationality. This entity would be directly
responsible to the President and have the authority to issue
licences for the exploitation of resources, including
precious minerals. The principal task of the entity would be
to attract investment to the territory and watch over the
effective use of resources. Out of a government list of pro-
jects the entity would select the ones to be implemented.
Special rights would apply to this entity together with
beneﬁts to all people employed in projects and tax in-
centives to businesses, such as tax holidays on proﬁt,
property and land. Neither Federal nor regional bodies
would have the right to interfere. MED’s project also
envisaged that the participation of such an entity in any
project should last no longer than ﬁve years with respect to
businesses and two years in real estate after which the
entity’s assets should be sold to interested non-state or-
ganisations. After 25 years (much earlier than IRI’s exis-
tence) the entity would cease to exist and any assets
returned to the state.
The idea of a state entity in charge of the macro-region
was put aside until end-2012 when it re-surfaced in the
context of Putin’s expressed dissatisfaction with respect to
the Ministry for the Far East, and subsequently in MED’s
desperate search for some efﬁcient solution.94 Despite the
many cons, by and large related to abuse of power and
corruption, and few pros vis-à-vis a special agency for the
development of Siberia and the Far East, this option is likely
to gather increasing support among economic operators
and government ofﬁcials looking for rapid results and
workable relations with the locally accountable state bu-
reaucracy. Tighter budgets constraints will also militate in
favour of this solution that could minimize, and eventually
put an end by ﬁat to, ﬁghts between federal agencies for the
maximum appropriation of budget funds. Medvedev is not
against this option as he indicatedmore than once.95 Under
a more modest version intended to minimize opposition
within the government, instead of building an organization94 See “Razmyvanie i provaly” in Vedomosti 30 November 2012. See also
http://www.kommersant.ru/doc/2057754 accessed 1 November 2012 on
the large difference between the 2 trillion roubles till 2020 (and the
respective annual appropriations) demanded by the Ministry for the
Development of the Far East and the federal budgetary projections. See
also interview with Andrei Belousov, http://www.banki.ru/news/
bankpress/?id¼4618523&PRINT_VIEW¼1, 1 March 2013. On the Minis-
ter for the Development of the Far East's claim to be put in control of
other government agencies operating in the region in order to be able to
implement government’s plans, see http://izvestia.ru/news/555166
accessed 12 August 2013.
95 See the conclusion of Medvedev at the 2 April 2013 meeting, where a
self-managed non-commercial organization capable of ﬁnding and allo-
cating funds for the development of the macro-region according to the
Programme just approved could be envisaged to replace the existing
Funds, see http://government.ru/docs/2680/. Medvedev later referred to a
commercial public (state) company, a new juridical ﬁgure still to be
worked out/approved by law, as a possible structure for the Far East, see
interview, http://www.kp.ru/print/26079/2983663/ accessed 22 May
2013.ex-novo the Fund of Development of the Far East and
Baykal Region, practically a subsidiary of the Vne-
shekonombank (VEB), its only shareholder, could be turned
into a non-commercial entity.96
The need for a preferential regime and agencies equip-
ped to manage investment projects for the Far East, dis-
cussed above, was stressed byMedvedev in October 2012.97
The Fund for the Far East and Baykal Region that had been
created by the VEB bank in 2011 as co-investor in huge
projects would need to be re-capitalised, noted Medvedev
fearing however no support from either competent min-
istries or VEB. The issue of recapitalization of this fund was
raised again by Putin, who proposed an increase of its
capital from 15 bn roubles to 100 bn roubles.98 The issue is
still open, though it is a crucial one for a state entity for
the development of the region to become viable in the
short-term.
All the three options discussed above indicate that
decentralization of authority and control is considered as a
condition sine qua non for the implementation of the
accelerated development of the Far East as the most sen-
sitive appendix to the macro-region east of the Urals.
Dependence on federal funding for quite a while should
stem the temptation for outright autonomist action. The
appointment of a reliable government ofﬁcial in charge
would no doubt have to be approved by the Security
Council. A combination of diplomatic and managerial skills
would be welcome.7. Is there a liberal alternative?
The creation of a separate authority for themacro-region
has been sharply criticized by liberally-minded experts.
Special rights and institutions assigned to the Caucasus and
Sochi ended up with mixed results. Vladimir Milov evokes
the spectre of separatism; some fear the emergence of an
enormous offshore entity with its own rules and privileges
unrestrained by national law.99 Well-known Russia expert
Judith Thornton argues that the development of Far East
and Siberia needs just the opposite: the creation of a sound
institutional framework based on secured property
rights.100 The problemwith this approach is that it does not
provide a convincing recommendation on how to transform
the institutional environment into one characterized by best
practices. The idea that corruption is circumscribed to a96 The Fund that supports infrastructure and industrial projects in the
region has a charter capital of only 15 bn roubles, (see http://top.rbc.ru/
economics/03/06/2013/860402.shtml?print accessed 3 June 2013). See
also on Medvedev and Shuvalov agreeing that the largest enterprises in
the Far East be consulted on the new statute of the Fund http://www.itar-
tass.com/c145/758586.html accessed 3 June 2013.
97 See http://government.ru/docs/21110/ accessed 11 October 2013.
98 See “Razmyvanie i provaly” op. cit.
99 See http://www.vedomosti.ru/opinion/news/1669000/kolonizaciya_
sibiri accessed 24 April 2013; http://www.vedomosti.ru/opinion/news/
1684022/glavnyj_kolonizator?from¼newsletter-editor-choice accessed
26 April 2013 and http://www.novayagazeta.ru/economy/52342.html?
print¼1 accessed 26 April 2013.
100 Judy Thornton, “Institutional Change and Economic Development in
Siberia and the Far East” July 2011 accessed from http://www.econ.
washington.edu/user/thornj/37_Economic_Development_Siberia_11.pdf.
103 See the appointment of Vladimir Prigoriev as deputy plenipotentiary
for investment in the Far Eastern district, http://www.zrpress.ru/politics/
dalnij-vostok_28.06.2013_61567_u-dalnego-vostoka-pojavilsja-
investitsionnyjupolnomochennyj.html?printr accessed 28 June 2013.
104 Telling in this context are recent increases in the shares of tax
appropriated by regions at the expense of municipal budgets rather than
federal accruals, see http://news.kremlin.ru/acts/18997/print; Federal'nyi
zakon N 252-VI, http://news.kremlin.ru/media/events/ﬁles/
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discretionary enforcement of rules assigned to their ofﬁce is
naïve at best, and misleading to the extent that it calls for
justice, unsurprisingly the weakest institution in post-
communist countries and one the most prone to corrup-
tion itself, to bring about virtuous change.
Nonetheless, with a view to reforms orientated towards a
more accountable governance possibly more attentive to
demands from below, the option of more power to the re-
gions, short of fully-ﬂedged ﬁscal federalism, should be
considered at this stage of Russia’s development. As Ino-
zemtsev notes, with the challenge of globalisation replacing
that of westernization, Russia should pay serious attention to
the changingbalance between the “core” and the “periphery”
inside the country. This should entail full appreciation of the
fact that resources for growth are located beyond the Urals,
with 68–75 per cent of exports either extracted or processed
in thismacro-region, that provides 51 per cent of revenues to
the federal budget through tax (on subsoil and exports). Thus
eastern regions should have a far stronger voice in govern-
ment decision-making. “Today,” he concludes, “it seems that
Siberia is not anEastern outpost of Russia, but thatMoscow is
a city located somewhere to the west of Siberia”.101
Onemay argue, indeed, that, if Moscowauthorities were
willing and capable of putting in place an effective feder-
alist system by empowering regional authorities to work
out their own development plans and budgets and decen-
tralizing a reasonable number of taxes and/or increasing
the regional share of tax revenues, endless debate on
alternative options for the development of Siberia and the
Far East could be replaced by the monitoring, assessing and
openly debating of alternative regional initiatives and their
comparative outcomes. Decentralization may bring about
more focus on resources of which Siberia and the Far East
have plenty and where Russia’s comparative advantages lie
rather than on innovation per se.102 But it could also stim-
ulate entrepreneurial clusters in IT thanks to the number of
research institutes located in major cities of the territory,
and break-through technologies in priority ﬁelds such as
energy, space and defence thanks to hopefully adventurous
public–private partnerships, provided federal and local
governments do not interfere with discouraging tax re-
gimes. In this context the appointment by Putin of a Far
East commissioner for investments responsible for smooth101 Vladislav Inozemtsev, “ Colonies vs. Dependencies: An Invitation to a
Discourse”, Valdai Discussion Club, http://valdaiclub.com/russia_and_the_
world/60061.html accessed 10 July 2013.
102 According to Vladislav Inozemtsev, empowering the resource sector
through more competition and FDI would be more proﬁtable than
turning the model of growth upside down in search of innovation or
industrial clusters where Russia does not have any chance to develop
rapidly considering the shortage of human capital and competition from
abroad, see “ Syrievaia spetsializatsiia moshet be blagom dlia Rossii”,
http://www.vedomosti.ru/opinion/news/14931611/vybor-prioritetov?
from¼newsletter-editor-choice&utm_source¼newsletter&utm_
medium¼content&utm_campaign¼editor-choice accessed 6 August 2013
and “Resursy nuzhno dobyvat’ seichas iI stroit’ na etom budushchee”,
http://www.vedomosti.ru/opinion/news/14975951/zhit-za-schet-
resursov?from¼newsletter-editor-choice&utm_source¼newsletter&utm_
medium¼content&utm_campaign¼editor-choice accessed 7 August
2013.interaction between investors on the one side and federal
and local governments agencies, on the other, could be a
positive step.103
Broadening ﬁscal federalism, and trying to challenge
MOF’s primary concern for safeguarding federal ﬁscal bal-
ances, could also be useful to foster competition for in-
vestments among regions.104 While basic infrastructure
could, and should, remain under the control of central au-
thorities, regional governments are better placed in prin-
ciple to devise policies and institutions capable of
improving the business environment. If a certain local
administration fails to deliver, elections should help ﬁnd an
alternative.105 From this point of view one may also argue
that, while political centralization has granted stability
after the turbulence of the nineties, the time may be ripe
for modern legislation on the selection of candidates, rights
and duties of governors and on a broader base for tax that
could bring about in time demands for democracy from
below together with more powers and responsibility of
state agents at the local level.106 This takes time, but it is a
sensible way to go.1078. Concluding remarks
Modernization is still on the agenda of the Russian
government, but priorities have changed under the Presi-
dency of Putin, not least because GDP projections and ﬁscal
revenues impose moderation. The new agenda has two
main priorities: the modernization of defence industry and
the accelerated development of Siberia and, in particular,
the Far East: two thirds of Russian territory much of which
is in decay. This is badly needed due to the increasing gap in
opportunities between the West and the East of the
country, the need to increase trade with emerging markets,
mainly in Asia, to compensate for turbulence in Europe, and41d47fd4296b1f082eaa.pdf, and for a comment http://www.vedomosti.
ru/opinion/news/14886251/v-nadezhnye-ruki?from¼newsletter-editor-
choice&utm_source¼newsletter&utm_medium¼content&utm_
campaign¼editor-choice all accessed 5 August 2013.
105 Interestingly support for United Russia, the party of power, has been
dramatically falling, suggesting that Russians may be ready to use the
voting weapon in a more discriminating way, see http://www.levada.ru/
25-07-2013/elektoralnye-reitingi-partii-i-onf and http://www.
kommersant.ru/doc/2241036 both accessed 25 July 2013.
106 Direct election of governors was reintroduced on 1st June 2012 and
partially modiﬁed on 27 March 2013 allegedly to meet regional prefer-
ences, see http://ria.ru/politics/20130327/929261065.html. The ﬁrst gov-
ernors’ elections under new rules took place on 14 October 2012 in ﬁve
regions. In each case the winner was a member of the (majority) party
Edinaia Rossia, see http://english.ruvr.ru/2012_10_16/Russian-regional-
elections-First-results/accessed 16 October 2013.
107 On developing the foundations of a new model of growth on similar
lines, see E.G. Yasin, N.V. Akindinova, L.I. Yakobson, A.A. Yakovlev, Sos-
toiatsia li novaia model’ ekonomicheskogo rosta v Rossii. Doklad, Vyshaia
Shkola Ekonomiki, Moscow, 2013.
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an increasingly conﬁdent China.
Skolkovo near Moscow as well as other towns and re-
gions located in the more industrialised European part of
the country are developing relatively well whether due to
state support or on their own. State funds are to be pro-
gressively withdrawn from these regions to ﬁnance infra-
structure, defence and exploitation of subsoil in Siberia and
the Far East. The current emphasis is on moving eastwards,
where, despite general backwardness, large-scale military
plants and shipyards that are important for the moderni-
zation of the military complex are located, and natural re-
sources concentrated, many of which could be better
exploited. In the Far East, the strong naval shipbuilding
potential is already being harnessed to meet the needs of
the energy sector and in Siberia such diversiﬁed centres of
military industry as Novosibirsk and Omsk could well
become polls of regional growth. This major turn in strat-
egy entails a certain degree of decentralization. Moscow
authorities are unlikely to cope from afar with the scale and
scope of speciﬁc long-term projects. As long as federal
authorities remain in charge of development strategies,
accelerated development and the funding that goes with it
are likely to be put under the management of a special
authority endowed with the necessary powers for imple-
mentation and control.
Nonetheless, while state investment is needed particu-
larly for building or renovating transport infrastructure, as
in current plans, more could be done to stimulate the
regional powers to assume their own responsibility in
selecting the most suitable projects consistent with federal
priorities, offering good administrative services and, when
necessary, tax incentives. While still in charge of estab-
lishing nation-wide economic and security goals, the fed-
eral government should in time become more receptive to
local demands and proposals and ﬁnally accept a modera-
tion of its role down to that of a subsidiary agent in eco-
nomic development, while strengthening its command
over security issues. By building mutually supportive and
respectful interaction with local governments, central au-
thorities would beneﬁt from the ability to assess in an
informed and discriminating way the opportunities and
constraints of the territory as expressed by voters and their
chosen representatives.
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